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Statement of the Problem.— It may be stated that the government must
act in the interest of the consumer and in the interest of the producer;
and where there is conflict between the two, the general interest may re¬
quire a compromise.
Measures, when adopted as a result of pressure from organized pressure
groups, in the interest of sellers, are almost invariably presented to the
publio in language which bears out their contribution to the general
public. Some of these measures may be so justified; others may or may not;
and still others cannot. However, each must be studied in the light of its
purposes and final results.
Measures of Control.— Seme of the measures which may be referred to
appear as follows: (l) Those that aim, by extending public assistance, to
promote the development and maintenance of socially desirable forms of
productive activity, as may be seen in the many types of aid to business and
agriculture. (2) Then when legislation is examined, measures designed to
improve the operation and insure the integrity of markets are easily de¬
tectable. (3) Much of the work of the Federal Trade Commission seeks to
protect the honest seller from the dishonest one, preventing -the use of
unfair methods of competition and raising the general level of competitive
behavior. (4) There are measures designed to protect a weaker seller
against a stronger buyer, acting on his behalf when he lacks the power to
protect himself. Laws controlling the labor of women and children and
1
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safeguarding workers in general against the hazards of industry may be
studied in connection with the above mentioned measures. (5) In order to
aid a weaker seller in dealing with a stronger buyer, instead of forcing
the former to compete, the latter is permitted to combine and bargain
collectively; here we have laws permitting the formation of agricultural
cooperatives and labor unions. Ihese measures are discussed in Chapter II.
Sanitation Requirements.— To insure an adequate, pure and wholesome
supply, the states have for many years subjected milk to close governmental
regulation. Laws providing for inspection, testing, grading, laboratory
standardization, pasteurization and other health requirements necessary for
the sanitary production of milk, are general measures passed by the various
states.
Milk Control Legislation.— In addition to these general health
regulations, twenty-one of the states have enacted statutes to control the
sale and distribution of milk and other dairy products. Among the twenty-
one states, Georgia is included.^" The states usually establish some
agency with board powers to regulate the various produots of the dairy
industry. For example, in Georgia, the milk industry is controlled by
2
the Milk Control Board. This act in effect has something of a preamble
reciting the conditions existing in the dairy industry and declaring that
the "milk industry is affected with a public interest and that the measure
is enacted for the purpose of regulating and controlling the industry for
the protection of the public welfare." Measures referred to in this and
^Marketing Laws Survey Service Report, State Milk and Bairy Legis¬
lation: 1940, Vol. 3 (TJ.S. Government Printing Office, 1941), p. 32.
%ilk Control Act of the State of Georgia: 1952.
®Ibid., Section I.
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the preceding paragraphs are discussed in Chapter III.
Pricing of Dairy Products.— State price control laws have also been
enacted providing for the regulation of price competition through a system
of resale price maintenance; special price legislation dealing directly with
the milk industry, and other dairy legislation dealing with various product
prices of the dairy industry, butter, ice cream, cheese, etc. These measures
together with an analysis of milk prices placing emphasis on such basic
factors as the production responses of the farmer, demand responses of the
ultimate consumer, disposal responses of the individual producers, and the
discriminative price policies of their cooperative marketing organizations,
are discussed in Chapter IV.
CHAPTER II
SOME HISTORICAL FACTS RELATING TO FEDERAL AND STATE
CONTROL OF PRIVATE BUSINESS ENTERPRISES AND THE
GENERAL ECONOMY
Governmental regulation of business is not something new but goes
back over a century. Even before the enactments of any specific statues,
business practices were subjected to court decisions under the rules of
the common law.
State laws requiring safe and sanitary conditions of employment date
back to 1877; laws forbidding the misrepresentation of securities to 1911;
laws insuring workers against industrial accidents and laws establishing
maximum hours and minimum wages for women to 1911 and 1912. States have
appointed commissions to regulate banking since 1938, railroads since 1844,
4
insurance companies since 1954, and public utilities since 1907.
Intervention by the government in the form of restrictive tariff and
the patent system is as old as our national history. Federal regulation
of the railroad dates back to 1887, the Sherman Antitrust Act of the
administration of Benjamin Harrison in 1890. The Pure Food and Drug Law
was enacted under Theodore Roosevelt in 1906, the Clayton and Federal
Trade Commission acts wider Woodrow Wilson in 1914. The first conservation
laws date from the seventies; the first law controlling the methods used
in producing oil and gas was passed in Texas in 1919. A number of regulatory
agencies, set up under Franklin D. Roosevelt in the early years of ihe New
^Clair Wilcox, Public Policies Toward Business (Chicago, 1955), p. 6.
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Deal, have now seen two decades of service. Regulation of business in the
5
public is the outgrowth of generations of experience.
Wilcox, in his book Public Polioies Toward Business, mentions four
methods by which governments exert control over business enterprises: (l)
persuasion, (2) offering inducements, (3) by threatening business with un¬
favorable publicity, (4) or just an order directing an enterprise to obey
the law.®
Special administrative agencies are now usually assigned to supervise
a given type of business. Such an agency may exercise wide discretion
under a grant of legislative authority. Other methods of control may be
(a) taxation; (b) governmental expenditures; (c) lending as well as spend¬
ing; (d) self government in industry. (Under this method agreements are
made by members of a trade, rules are drawn up, submitted for approval to
a higher agency and modified if rejected and given legal status if accept¬
ed.) This method was used from 1933 to 1935 under the codes adopted and
approved in accordance with the National Industrial Recovery Act. This
method is still used in the milk industry, tinder the terms of the Agri¬
cultural Marketing Agreements Act of 1938.
In 1877 the Supreme Court approved a law, enacted by the State of
Illinois, controlling the charges made by grain elevators and warehouses.
In effect it stated that "property does become clothed with a public
interest when used in a manner to make it of public consequence, and




to a use in which the public has an interest, he in effect, grants to the
public an interest in that use, and must submit to the controlled by the
7
public for the common good."
The Supreme Court for almost a century did not seriously disapprove
of the expansion of public oontrol until the middle eighties down to the
middle thirties during which time the Court made of the Constitution an
an instrument with which to impose upon the country the philosophy of
laissez faire. However, since 1937 the courts heve shown little resistence
to the application of control.
Federal regulation dealing with the sale and distribution of milk,
was first exercised during the First World War as an emergency measure
to prevent hoarding, to protect against war profiteering, to insure a con-
8
stant supply of milk to the consumer, etc.
The post-war prosperity obscured the unfair trade practices and
neither the Federal nor the State governments attempted to regulate the
marketing of milk. The development of distributors organizations into
nation-wide corporations occurred during this period, and the "milk trusts"
were placed in a position to prevent many individual farmers and smaller
distributors from entering into the market except on such terms and condi¬
tions and at such prices as were exacted by the large distributor organi-
9
zations.
The charge subsequent to the Second World War has been that govern¬
ment intervention is converting iiie American economy from a market eoonomy
7Ibid., pp. 44-45.
^Federal Trade Commission Series, Report on Milk 1914-1918 (Washington,
1924), p. 14.
Q
The Marketing Laws Survey Series, op. cit., p. 12.
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to a planned economy.
In order to maintain a stabilized economy and insure the security of
individuals, the government has adopted certain policies along those lines:
(l) its monetary policy requires it to ease controls over bank credit during
depression; (2) its fiscal policy would lead it to increase its expenditures
and reduce taxes when times are bad.
l^lhe planned economy is one in which productive activity is governed
by decisions made by public officials, each of these decisions being broad
in scope and all of them having the force of law. In the market economy,
business is disciplined by competition. In the planned economy, it is regi¬
mented by the state.
A market economy is one in which "productive activity is governed by
a multitude of individual decisions being small in scope and all of them
being co-ordinated through the process of buying and selling." See Clair
Wilcox, op. cit., pp. 10-13.
CHAPTER III
FEDERAL AND STATE GOVERNMENTAL RELATIONS AND AID TO THE DAIRY
INDUSTRY DURING THE PERIOD FRCM 1931-37, AND FROM 1945-57
From 1931 to 1933 production of milk increased, but consumer demand
decreased as a result of reduced purchasing power, and dairy prices de¬
clined.
Although the industry as a whole was affected by the general decrease
in the price level, the producers suffered the most because of -their weak
bargaining position. In many instances this period was flavored with
strikes by farmers for higher prices; thousands of gallons of milk were
dumped or otherwise destroyed; and in many cases there was violence and
bloodshed. However, the prices remained the same, and producers were often
compelled to accept the terms and conditions imposed upon them. "Demoraliz¬
ing competitive practices were resorted to by the producers and by the dis-
11
tributors, and a healthful supply of milk for the nation was endangered."
This condition caused an affirmative attitude on the part of the federal
government and as a result, the dairy section was included in the Agri-
12
culture Adjustment Act of 1933, in an effort to stabilize prioes by ad¬
justing the situation between producers and distributors.
Although many of the states adopted some form of milk control it was
not until 1937 that Georgia adopted laws relating to the milk industry.
This was the milk control law of 1937. This law provides for a seven man
board, appointed by the governor, with one of the seven as chairman. The
**Federal Trade Commission Series, Report on the Sale and Distribution
of Milk, Vol. 10 (Washington, 1925), p. 14.
■^Marketing Laws Survey Series, op. cit., p. 4.
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board has the authority to designate certain marketing areas with popu¬
lation of 1000 and over as milksheds; and upon petition to the board the
mayor or a county commissioner is required to schedule an election to determine
whether the provisions of the milk control law shall be applicable to the
area so designated by the board as a milkshed.
Where the result of an election is against the adoption of the act,
the board is not precluded from holding another election to determine the
same question. However, where the election is favorable toward the
adoption of the Act, another election is not legal, and the provisions of
this act shall remain in force throughout the remaining life of the act,
unless a majority of those "entitled to vote shall petition the board to
13
remove its orders and withdraw the provisions of such milkshed."
The Milk Control Act of Georgia provides that the administrative
board shall supervise and regulate the milk industry. The board is em¬
powered to investigate and arbitrete differences, fix prices, issue
licenses and to exercise such other powers as are necessary to enforce the
provisions of this set. The Georgia statute has provisions for a chairman
who is authorized to enforce the provisions of the Milk Control Act sub¬
ject to the approval of the board.
Georgia also provides for a geographical location of the board.
Appointment to the board of more than two representatives from the same
congressional district of the state is prohibited. The board members,
including the chairman, are appointed by the governor.
Consumers are given representation on the board by the appointment
of one member who has no connection with the dairy industry other than the
^Georgia Milk Control Act, op. cit., p. 7.
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consumption of its products. The other members include those representing
the producer, two members; the distributor, one member; producer-dis¬
tributor, one member; stores, one member, and the chairman of the board
must have had some previous experience with the actual dairy industry,
14
such as owner, manager or supervisor.
Sanitation Requirements Limit Entry into the Milk Business. — Milk,
in relation to its value is bulky and heavy, therefore, -the transportation
cost for the product is hi$i. Because it affords a medium favorable to
the growth of bacteria and is easily contaminated, city governments require
that dairies be inspected and that milk sold in its original form be
pasteurized; therefore, the region from which a city draws its milk, knoifti
as its milkshed, is somewhat limited by the economic factors of high
transportation costs and the political factor of inspection requirements.
The cost of pasteurization facilities limits entry into the distribution
of the product. The following is taken from Section I of the Milk Control
Act, 1937:
It is hereby declared that the production, sale and distribution
of milk and certain milk products in this State are attendant with
serious conditions affecting milk producers, milk dealers, ani con¬
sumers of milk, that milk is a most necessary human food, vital for
promotion of the public health and for development of strength and
vigor in the race, and a most fertile field for the growth of
baoteria; that production and distribution of milk have been
surrounded by more costly sanitary requirements than those of any
other commodity in this State; that milk consumers are not assured
of a constant and sufficient supply of pure and wholesome milk un¬
less the hi$i cost of maintaining sanitary conditions of production
and standards of purity is returned to producers and distributors
of milk and, if this is not done, large numbers will dispose of
their herds and remaining producers will supply milk of lower quality
because of financial inability to comply with sanitary requirements
14
Georgia Milk Control Act, op. cit., pp. 5-6.
11
ami to keep vigilant against contamination;....that milk producers
must make delivery of their highly perishable commodity immediately
after it is produced and generally must accept any market at any
prioe;...that usually only dealers have facilities for accurately
weighing and testing milk; that the knowledge of weights, tests,
and uses is usually in the exclusive possession of the dealer; that
the producers’ lack of control over their market is aggravated by
the trade custom of dealers in paying weeks after delivery, keeping
producers obligated to continue delivery in order to receive payment
for previous sales, and permitting dealers to operate on producers’
capital without giving security therefor, hence subjecting milk
producers to fraud and imposition and denying to them the freedom of
contract necessary to procure the cost of production; -that public
control of the milk industry in recent years is stabilizing the con¬
ditions therein and any relaxation of such control will cause a re¬
turn to the unhealthful, uneconomic, deceptive, and destructive
practices of the past with respect to this paramount industry upon
which the health and welfare of the State largely depends; and that
it is necessary, to preserve and to promote the strength and vigor
of the inhabitants of this State, to protect the public health and
welfare, and to prevent fraud and imposition upon consumers and
producers, to treat the production, transportation and sale of milk
in this State, as a business continuously affecting the public health
and continuously affected with a public interest. 15
No milk or cream may be shipped into the State of Georgia from any
other state until authorized by the State Veterinarian after careful in¬
vestigation as to conditions of production and handling. Any milk shipped
into Georgia in violation of this law is condemned by the State veterinarian
and rendered unfit for marketing by the addition of harmless coloring
16
matter.
Federal Regulation of Milk.— In 1937 rules governing the federal
regulation of milk were spelled out in the Agricultural Marketing Act.
This act authorized the federal government to regulate markets when inter¬
state commerce is involved. However, its action must be based upon the
15Ibid., p. 34.
■*-®The Marketing Law Survey Series, op. oit., p. 154.
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request of two-thirds of the producers. Limitation of the size of the
milkshed is, however, left up to local health authorities. The prices set
by an order of the federal government must equal parity or, in the desoretion
of the Secretary of Agriculture an amount which he deems adequate to insure
a "sufficient supply of pure and wholesome milk."
Most of the great urban markets for milk were Tinder federal orders in
1950; California, Connecticut, and New Jersey being the exception to the
general rule. Prices under such orders were fixed in two principal ways:
By administrative determination following public hearings, and by adjust¬
ments in accordance with provisions of a formula. Under the first, there
have been delays in adapting prices to changing conditions, since alterations
cannot be effected without new hearings, which are cumbersome, costly and
time consuming. Under the second, adaptation is continuous and automatic,
and hearings need be held only to consider the provisions of the fomula.
This method also has its difficulties. Factors that are relevant to the
price of milk must also be agreed upon and the data they call for must be
obtained. There are times when the formula must be set aside to meet con¬
ditions of emergency, such as sudden droughts, wind storms, flood, etc.
Producers are likely to accept a formula when it puts their prices up; they
are less likely to accept it when it puts their prices down. The price of
17
Class I milk in all major markets is now fixed by formula.
Primary Objective of Milk Control Legislation.— The primary objective
of milk control legislation is to improve the financial conditions of dairy
farmers by establishing prices in order to fix a reasonable return for their
*^Clair Wilcox, op. cit., pp. 488-489.
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labor and investment. This legislation contends that this can be achieved
by price control (see Chapter 17), which would also insure an adequate
supply of pure and wholesome milk at a fair price to the consumer. The
milk control statute provides that the board shall have the authority to
control prices, including the power to fix the minimum or maximum prices
to be paid the producers; the wholesale or retail prioes to be charged on
sales by dealers to other dealers, by dealers to stores, by dealers to con¬
sumers, and by stores to consumers.
Licensing of Producers and Distributors
Application.— Georgia statutes require producers or distributors or
both to secure licenses for a specific market area in which he is to dis¬
tribute his milk. Marketing areas which are designated by the Milk Control
Board must be not less than 1,000 in population. An applicant for a
license is usually required to supply only general information, stating
the nature and locality of the business to be conducted, and that the
applicant has complied with all pertinent orders, rules, and regulations
* is
of the Board. The licensing fee is $2.00, and licenses expire annually.
Manufacturers of Dairy Products.— Manufacturers or representatives of
manufacturers of dairy products must be licensed by the commissioner. This
includes manufacture of butter for wholesale or retail; (exclusive of
farmers or producers of milk and cream when churning milk produced on their
own farm into dairy, country or farm butter) manufacture of ice cream for
wholesale or retail; manufacture of cheese (excluded are fanners or producers
manufacturing oheese out of milk and cream produced on their own farms) and
l®Marketing Laws Survey Series Reports, State Milk and Dairy Legislation,
op. oit., p. 42.
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manufacturers of condensed skimmed, powdered, or powdered skimmed milk.
Bonding; Requirements.— As a result of the system whereby the price
paid producers for milk is determined according to its final use (fluid
consumption or manufactured products), the producer must sell on credit.
To proteot the fanner from bad credit risks, Georgia requires milk dealers
to file either an approved bond or other assurances of credit to secure
prompt payment, or dealers may satisfy the board of their financial responsi-
19
bility.
Unfair Trade Practices.— Unfair trade practices or unfair methods of
competition can be reached without specific mention. The board is authorized
to withhold, revoke, or suspend a license where a dealer has committed any
act which may demoralize the price structure of the milk market or inter¬
fere with an ample suppy of milk for the inhabitants of the State or where
a dealer has been a party to a combination to fix and maintain prices con¬
trary to the provision of the Act, or where he has engaged in a course of
conduct such as to indicate an intent to deceive or defraud customers.
Federal Purchases of Milk for Army and Navy.— A distributor selling
milk to the United States Army and Navy does not have to comply with resale
prices fixed by the State Milk Control Board and with other provisions of
the Milk Control Law.
General Standard and Sanitation Provisions Pertain¬
ing to Milk
Definition.— The statutory definition of milk in Georgia follows the
South Dakota definition which declares that:
19Ibid., p. 48.
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milk is a olear, fresh, lacteal secretion obtained from the complete
milking of healthy, properly kept and properly fed cows (excluding
the milk obtained within fifteen days before of five days after
calving) and has a butter-fet content of at least 8.5 percent.20
The Position of Dairying in the State of Georgia
The story of the transition of southern agriculture from primary
dependence on cash crops to a more diversified system is found in the
agricultural literature and is verifiable by observation of farming
practices in the region.
Production of milk seems to offer an alternative opportunity for
some farmers in Georgia to change from "raw crop" faming to grassland
faming.
State officials have made their recognition of this fact known by
publishing a tremendous amount of literature which concerns itself with
answering many questions and offering solutions to many problems of the
dairy industry. Questions as to how important is dairying to southern
agriculture? Whet is the trend in milk production and consumption? Is
Georgia now a milk surplus or deficit area? ^o what extent is milk used
for manufacturing purposes? Problems dealing with the seasonality of milk
prices and supplies; pricing of milk and milk products; consumption and
demand; and lowering costs are all examined.
These questions and problems have been dealt wiih in a series of
Southern Cooperative Bulletins published by Experiment Station workers
in the State of Alabama, Arkansas, Georgia, Louisiana, Mississippi, North
Carolina, South Carolina, Tennessee, and Texas.
^®The Marketing Laws Survey Series, op. cit., p. 293.
16
Trends In the Production and Disposition of Milk.— The disposition
pattern of farm produced milk in Georgia from 1945-54 showed little re¬
semblance to the pattern of the 1920's (see Table l). lfihile considerable
changes appeared in the quantities of milk marketed through all the various
outlets, the marked changes were in the quantity sold as whole milk. In
1924, approximately 29 percent of total production was sold in this form as
compared to 86 percent of total production in 1954. 'Ihe two most important
factors responsible for the increased market for whole milk were; shifts
of population from rural to urban areas whioh more than doubled the market
for commerically produced dairy products, and the great increase in consumer
buying power in the State. The current trend toward urbanisation is likely
to continue as industrial development progresses and therefore a further
strengthening of the demand for dairy products in the State seems inevitable.
TABLE 1

















1924 663 76 47 75 64 262 925
1925 637 76 62 80 69 287 924
1926 662 99 68 87 73 327 989
1927 700 122 88 91 78 379 1,079
1928 670 122 81 93 82 378 1,048
1929 660 128 85 107 88 408 1,068
1930 684 118 85 93 86 382 1,066
1931 710 115 77 80 88 358 1,068
1932 735 115 84 73 87 360 1,095
1933 748 113 93 75 85 368 1,116
1934 776 106 70 73 85 333 1,109
1935 746 105 68 82 90 340 1,086
1936 729 103 74 94 94 361 1,090
1937 747 103 80 104 95 381 1,128
1938 760 96 84 127 97 404 1,164
1939 769 96 94 168 97 456 1,224
1940 691 86 43 136 96 362 1,053
1941 699 88 52 141 98 377 1,076
1942 696 88 53 185 100 424 1,120
1943 697 82 46 224 100 452 1,149
1944 660 86 38 243 100 467 1,127
1945 663 85 35 268 100 489 1,152
1946 655 88 29 295 100 512 1,167
1947 642 80 28 315 94 517 1,159
1948 605 74 19 325 95 513 1,118
1949 569 71 21 390 95 577 1,146
1950 551 59 22 445 97 623 1,174
1951 589 2/ 20 460 96 576 1,165
1952 576 2/ 16 490 94 600 1,176
1963 576 2/ 13 540 89 642 1,218
1964 548 2/ 13 600 85 698 1,246
Source: University of Georgia. College of Agriculture Bulletin, A




THE EFFECT OF STATE PRICE CONTROL LAWS ON THE
DAIRY INDUSTRY
Resale prioe maintenance may be defined as that system of
distribution under whioh the manufacturer of trade-marked or
otherwise identified goods names the prices at which his products
shall be sold and distributed by wholesalers and retailers, thus
controlling the margins realized by distributors and the prices
paid by consumers.^!
The question of resale price maintenance is highly controversial and
many businessmen and economists are still debating the issue involved from
the standpoint of the producer, the distributor, and the consumer. The
Federal Trade Commission has made quite an extensive investigation concern¬
ing the effects of resale prioe maintenance as employed by 44 states. How¬
ever, this study is not concerned with these debatable issues, but it is
well to bear in mind the approach suggested in the following statement by
a Supreme Court justice:
Whether a producer of goods should be permitted to fix by con¬
tract, expressed or implied, the price at whioh the purchaser may
resale them, and if so under what conditions, is an economic
question. To decide it wisely it is necessary to consider the
relevant facts, industrial and commerical, rather than established
legal principles.22
During the first decade of the twentieth oentury many lower courts
held policies of resale price maintenance to be lawful, but later the
United States Supreme Court under the Sherman Antitrust and Federal Trade
23
Commission Act declared invalid all devices for resale price maintenance.
21‘"‘•Federal Trade Commission, op. cit., p. 2.
22




However, proponents of the resale price maintenance law did not stop
here, and the struggle was vigorouly campaigned by the retail druggist
group until the Miller-Tydings Amendment to the Sherman Antitrust Act was
24
passed by Congress and signed by the President in 1937. This amendment
permits resale maintenance contracts in interstate transactions, when
such a contract is valid in ihe state in which the commodity is to be sold.
25
In Georgia the amendment is valid.
Sec. 106-403. Contracts fixing minimum price; prohibiting resale
except at a minimum price; limiting sales to consumers only, etc.— No
contract relating to the sale or resale of a commodity which bears, on
the label or container of which bears, the trade-mark, brand, or name of
the producer or distributor of such commodity and which commodity is in
free and open competition with commodities of the same general class
produced or distributed by others, shall be deemed in violation of any law
of the State of Georgia by reason of any of the following provisions which
may be contained in such contract.
(A) Hiat the buyer will not resale such commodity at less than the
minimum price stipulated by the seller.
(B) That the buyer will require of any dealer to whom he may resell
such commodity an agreement that he will not, in turn, resell at less
than the minimum price stipulated by the seller.
(C) That the seller will not sell such commodity:
(l) To any wholesaler, unless such wholesaler will agree not
24Ibid.
2®See Code Ann. (Park, etal., Supplement 1939).
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to resell the same to any retailer unless the retailer will in turn agree
not to resell the same except to consumers for use and not at less than
the stipulated minimum price, and such wholesaler will likewise agree not
to resell the same to any other wholesaler unless such other wholesaler
will make the same agreement with any wholesaler or retailer to whom he
may resell; or
(2) To any retailer, unless the retailer will agree not to
resell the same except to consumers for use and at not less than the
stipulated minimum price.
The next type of price control exercised by Georgia falls under the
head "Special Price Control" with particular reference given to Administra-
26
tive Price Control.
Section 42-551 provides that the board may determine after public
hearing, what prices for milk in a milk-shed within which this law is
applicable, will adequately protect the mink industry and insure a
sufficient quantity of pure and wholesome milk to adults and minors, having
special regard to the health and welfare of children, and be most in the
public interest; the board shall take into consideration all conditions
affecting the milk industry, including the amount necessary to yield a
reasonable return to the milk producer and to the milk dealer.
Section 42-552 provides that the board, after making such determination
and based thereon, may fix by official order the minimum prices, and may
likewise fix the minimum prices to be charged for milk within any milk-
shed to which this law is applicable, and wheresoever produced. Suoh
^See Code Ann., op. cit.
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prices so fixed by the board may vary according to the kinds, grades,
classes and usages of milk; to the types of sales thereof; and to the
localities in which such prices shall apply, but each price-fixing order
issued by the board shall be uniformly applicable to all persons subject
thereto, and shall define the various classifications established by such
order.
Courts have been required in many instances to determine the validity
of price fixing by the board. Whereas the price fixing provisions empower¬
ing the board to establish minimum prices would seem to have been included
primarily for the benefit of producers, it appears that the authority to
set maximum prices apparently has been included for the benefit of consumers.
In upholding the right to establish maximum prices, the courts in
Holcombe v. Georgia Milk Producers Confederation considered price control
27
as an appropriate means to secure an adequate supply of wholesome milk.
Economic Factors Affecting Prices
Demand and Supply.— In studying the complex system of economic
forces which must be considered before prices in any particular market
can be determined, neoclassical economists have considered it advisable
to break the analysis into two major parts — demand and supply — and deal
separately wiih the factors affecting consumers' or buyers' reactions
(demand) and -the factors affecting producers’ or sellers' reaction
28
(supply).
27188 Georgia, 358, 3 S. E. (2d) 705 (1939).
2®Cassels, John M., A Study of Fluid Milk Prices (Harvard University
Press, 1937), p. 3.
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Classification of Supply Responses.— Cassels states that the
supply responses of sellers to the prices that are obtainable in a given
market may be classified under three (3) heads:
(l) Production responses, affecting the quantities produced;
marketing responses, affecting the quantities released from
holders’ stocks; and disposal responses affecting quantities
directed toward different outlets.29
The dairy industry in many of the states would place a lot of emphasis
upon the first and third of the above mentioned responses, but since a few
of the states, including Georgia, are classified as "deficit states,"
which means that there is not enough milk to provide for the manufacture
of dairy products such as cheese, butter, etc., disposal responses are
not very important in the determination of prices. On the other hand,
milk is a highly perishable commodity which cannot be held in storage
for any length of time, therefore, marketing responses have very little
to do with the determination of milk prices. However, they do have a
part to play in the determination of prices for manufactured dairy products,
and thus to some extent affect milk prices indirectly. As already stated,
since Georgia has no surplus milk, marketing responses even to this extent
do not affect the price system in Georgia. So by the process of elimination,
production responses will be the only type of responses considered in dis¬
cussing those factors affecting the responses of the producer or seller.
The Affects of Milk Control.— Wilcox states that:
The programs of Milk Control adopted by the federal government
and by the states, have been designed to maintain the incomes of
producers and distributors at the expense of consumers. In
accordance with usual procedure, consumers have been privileged
29Ibid., p. 9.
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to present statements at public hearings. But these statements,
in most cases, have been confined to the expressions of the
opinions that prices should be low, while those prepared on behalf
of producers' associations by accountants and statisticians have
been replete with tables, charts, and graphs which demonstrate
convincingly why prices should be high. The decisions -that follow
these hearings, moreover, are made by officials who owe the very
existence of their agencies and jobs to the producer pressure groups.
Under the circumstances the hearings accorded to consumers can be
little more than a matter of form.*®
Whether Mr. Wilcox’s observation is valid or not the writer agrees that
federal and state control doubtlessly assure the farmer a higher price
than he would otherwise receive for Class I milk. State controls maintain
the margins of distributors and thus make sure that a higher Class I price
is reflected in a higher retail price.
Milk Price Structure.— For the purpose of fixing prices to be paid
to producers, milk is classified according to use. Class I, which brings
the highest price, is the total quantity of milk sold or distributed by a
producer-distributor or distributor during any pay period as whole milk,
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whipping cream, coffee cream, cereal oream, or premium milk.
Producers in Georgia are paid according to the "base and surplus"
plan. Under this plan each farmer is assigned a quota corresponding to
his production during the five calendar months beginning on the first day
of September and ending on the last day of January unless some specific
order supplementing the Georgia Milk Commission Order No. 1500 (as amended
by order No. 1500A) shall prescribe a four or six months base period in
which event such a base period shall extend from the first day of September
30Ibid., p. 491.
^Georgia Milk Commission Order No. 1500, p. 3.
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to the last day of respectively, December or February. He is paid
throughout the year at the class I price for "base1' milk produced within
his quota and at a lower price for "surplus'* milk, produced in excess of
this quota. On the surface this method is employed in an attempt to en¬
courage producers to unify their production as opposed to seasonal fluctua
tions in supply.
A Formula Basis of Pricing Fluid Milk in Georgia
Milk in its natural form is a highly perishable commodity and con¬
sidered to be an essential food in the daily diet. With these factors in
mind state officials have decided that in order to protect both the pro¬
ducers and consumers in a given milk-shed, fair and equitable prices for
milk at the producer and retail levels should be established. Usually a
milk-shed oonsists of several primary producers (farmers), a small number
of processor distributors, and a large number of consumers.
Fluid Milk Pricing in Georgia.— Public control of milk pricing in
the State of Georgia on a permanent basis originated with the Milk Control
Act of 1937. Under this act authority is found for the creation of the
Milk Control Board which establishes the prices for both the producers and
ultimate consumer.
There are t»o general types of formula pricing plans which may be
considered for the State of Georgia: (l) pricing based on economic in-
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dicators of demand and production costs,and (2) manufactured products.
Since the supply and utilization of milk in Georgia is such that few
manufactured dairy products actually account for milk delivered to Georgia
32
J. C. Purcell, J. C. Elrod, and N. M. Penny, A Formula Basis of
Pricing Milk in Georgia (Georgia Experiment Station, 1956), p. 9.
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plants, the Agriculture Economists at the Georgia Agricultural Experi¬
ment Station concluded that a formula based on economic indicators would
be more applicable to the State of Georgia.
Factors Associated with the Price of Milk
A Barometer of Prices.— It is undoubtedly true that the general level
of wholesale prices of all commodities influences the price of milk and
therefore it is desirable to construct a barometer of general economic con¬
ditions in the country in order to have a formula as the basis for establish¬
ing prices in a market. The price of milk should be related to prices of
other commodities from both the production and consumption viewpoint.
The general question arises as to what barometer of the level of
prices should be used in a milk pricing formula. The following factors
should be considered: (l) whether the price of milk should change with
some barometer of prices received by farmers, (2) prices of commodities
with milk in both production and consumption, (3) or with a general baro¬
meter of wholesale prices.
Prices received by fanners and prices of competing food are more
variable than the general level of wholesale prices due to the relative
rigidity of non-farm prices included in the wholesale price index. In a
milk pricing formula it seem desirable to remove at least part of the
violent fluctuation that occurs in the prices of other farm commodities.
A consideration of this coupled with the fact that in the past prices of
milk have been closely associated with the index of wholesale prices in
general (Figure l) favor the use of the index of wholesale prices, over
the alternatives considered in a milk prioing formula. The consequence
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Figure 1
INDEX OF U.S. WHOLESALE PRICES AND BLENDED
PRICE OF MILK, GEORGIA, 1929-52
Source: Georgia Crop Reporting Service, Agriculture Ex¬
periment Station, 1956, Experiment, Georgia
of using this barometer rather than some measure of farm prices should be
considered. Milk prices will rise less rapidly in periods of rising prices
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and fall less rapidly in periods of declining prioes.
Consumer Demand and Real Income.— Consumer demand consists of the
desire for a product plus the willingness and ability to pay (purchasing
power). Three measures of consumer purchasing power in Georgia are avail¬
able, (l) Per capita income payments (annually), (2) Atlanta department
store sales (monthly), and (3) average weekly wages in manufacturing in¬
dustries.
Per capita income has much in its favor as a basis for measuring
Ibid., pp. 10-11.
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purchasing power. The level of employment, the level of wages and
salaries, from income, and the productivity of the economy when adjust¬
ments are made for the value of the dollar are all reflected in per capita
income. The principal limitation on the use of per capita income as a
measurement of purchasing power is that the data are available only on an
annual basis and that for the previous year. However, prices of most com¬
modities, including milk, are associated closely with per capita income.
(Figure 2).
Figure 2
INDEX OF PER CAPITA INCOME AND PRICES
RECEIVED FOR MILK, 1929-52
Sources Georgia Crop Reporting Service, Agriculture
Experiment Station, 1956, Experiment, Georgia
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In consideration of the cited limitation it still seems highly
desirable to link the annual price of milk with per capita income (long-
run tie) and make short run adjustments when deemed necessary on the basis
of some indicator of purchasing power such as Atlanta department store
sales or average weekly wages for which monthly data are available.
Cost of Production.— It was suggested by the committee making the
study in determining the appropriate formula for pricing milk in Georgia
that in order to "adequately represent the side of the producer and to
reflect local conditions, a milk pricing formula should include some meas-
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ure of production costs of production costs of milk."
The question arose as to whether it would be more practical to use
prices for a few items of cash cost rather than an estimate of the total
cost of production. Concluding that the general level of wholesale prices
was to be used as one of the economic factors in the formula, the committee
decided that the use of total production cost would be unnecessary since
it includes several factors which change at about the same time and rate
as the general price level. Due to this fact and for simplification the
committee decided that a feed-labor cost would be more sensitive than
total cost and would be more closely related to local conditions. It was
also decided by the committee that this index is closely related to the
35
price of milk (see Figure 3).
Adjustment Factors.— The annual or base price of milk established
by a formula could be adjusted to prevent wide fluctuation in the supply
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of milk at different seasons of the year. This can be accomplished by
an adjustment by months according to -the seasonal pattern. The fall and
winter price should be adjusted upward and -the spring and summer price
should be adjusted downward from that stipulated by the formula. This ad¬
justment method has brought about much more uniformity in producer
deliveries than could be expected from other methods of pricing plans in¬
volving a formula.
Figure 3
FEED-LABOR INDEX AND PRICE RECEIVED
FOR MILK, GEORGIA, 1939-52
Source: Georgia Crop Reporting Service, Agriculture
Experiment Station, 1956, Experiment, Georgia.
Table 2 shows the seesonal variation in the price of milk for the
years 1935-40 inclusive. Ihese years were selected because the seasonal
price pattern is not influenced greatly by any appreciable upward or downward
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TABLE 2
PRICE RECEIVED FOR MILK BY FARMERS, BY MONTHS
GEORGIA, 1935-40
Month Price Per Hundred Weight
1935 1936 1937 1938 1939 1940 1935-40 Index
In dollars
January 2.45 2.50 2.60 3.00 2.95 2.90 2.73 103
February 2.50 2.45 2.60 2.95 2.90 2.85 2.71 102
March 2.50 2.40 2.60 2.90 2.85 2.85 2.68 101
April 2.40 2.40 2.60 2.85 2.75 2.80 2.63 99
May 2.35 2.25 2.60 2.70 2.65 2.75 2.55 96
June 2.35 2.20 2.60 2.60 2.60 2.70 2.51 95
July 2.35 2.15 2.60 2.65 2.60 2.75 2.52 95
August 2.40 2.20 2.75 2.70 2.70 2.85 2.60 98
September 2.40 2.20 2.80 2.70 2.75 2.85 2.62 99
October 2.45 2.25 2.85 2.80 2.85 2.90 2.68 101
November 2.50 2.40 2.90 2.85 2.90 2.95 2.75 104
December 2.50 2.60 2.90 3.00 2.90 2.95 2.81 106
Average 2.43 2.33 2.70 2.72 2.78 2.84 2.65 100
Source; Georgia Crop Reporting Service, 1952.
movement in either the general price level or the price of milk. According
to these data the price of milk by months varied in the extreme from a
high of 106 percent of the annual average in December to a low of 95 per¬
cent in June and July. The figures presented in Table 1 do not imply that
the desired seasonal distribution of the supply of milk is indicated,
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rather that this is -what occurred in a fairly normal period in the past.
Supply-Demand Adjustments.— The formula system of pricing fluid
milk derived in the course of this work is intended only to establish
a price for milk used in fluid fom. Regardless of how a price is
established other than through an unregulated pricing mechanism whereby
supply and demand are automatically adjusted, the quantity that consumers
take at the established price cannot be controlled by the seller. If the
seller has sufficient monopoly power he can control either price or quantity
but not both.
One of the two situations can develop where the price of a commodity
is regulated either by formula or some other means; (l) Producers are
willing to supply a quantity in excess of that whioh consumers will take
at the established price. In the case of milk this results in a supply
often labled "surplus". It is a surplus only in the sense that producers
deliver more than consumers will take at the established price. This
"surplus" milk can move into consumption only if the price is reduced or
the "surplus" is diverted to uses having a lower value such as cheese and
butter and sold at -the going market price which is usually less than the
price obtained for milk used in fluid consumption. In such a situation
either the supply must be reduced through dealers' refusal to accept milk
above the quantity they can move into fluid consumption at the established
price or by their paying a lower price for milk diverted to other uses.
The second alternative would result in a lower blend price than that
established by the formula. (2) Consumers are willing to take a larger
quantity than producers are willing to supply et the established price
resulting in a "deficit" in the market. Ihe adverse results of a deficit
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situation is either consumer discrimination or consumer rationing.
It may be desirable for a milk-shed to have a reserve (a quantity
above that going into fluid consumption) to insure that the needs of all
consumers are met. It is difficult to visualize a market situation where
each consumer’s orders are filled exactly without a reserve. It seems
more advisable to have a reserve of 10 to 15 percent above the average
daily sales from the standpoint of the relationship between the distributor
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and his customers than to be faced with a shortage of milk. This
emphasizes the desirability of including some type of supply-demand adjust¬
ment in a market operating under a formula type pricing plan. Provision
for a supply-demand adjustment is a problem for dealers and producers who
should conceive an administratively feasible provision for the market.
For example, New York uses a supply-demand adjustment depending on the
37
ratio of milk utilized in fluid products to total receipts.
University System's Support of Dairy Pricing Education.— It seems
feasible to make the observation that the University System of Georgia not
only conducts various investigations concerning the dairy industry, but
also conducts clinics that deal with laws of costs, sanitation, and pri¬
cing.
Just recently the Dairy Department of the University of Georgia, in
®®It is estimated (Questions and Answers on Federal Milk Marketing
Orders, PMA, USDA, Memorandum, May 1950, page 2) that a reserve of 10 to
15 percent in -the lowest production period is necessary to take care of
the daily fluctuations in demand. This means that average daily producer
deliveries should be 10-15 percent above average sales in order to meet
these daily fluctuations in demand.
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Farmer Cooperative Service, U.S. Department of Agriculture, Meet¬
ing Seasonal Problem of Dairy Cooperatives Through Education (Washington,
June 1956), p. 18.
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cooperation with the Georgia Center for Continuing Education, announced
a "Southern Fluid Milk and Ice Cream Cost Analysis Clinic" scheduled at
Athens on May 2-7, 1958. The announcement said:
We believe there is a real need for a clinic of this type
where key personnel can study detailed ingredient, personnel,
quality control, merchandising and sales costs. Ihe program will
include sessions concerning taxes, depreciation schedules and
Social Security problems. This is not a conference but a working
clinic.
All key personnel of milk and ice cream plants who are con¬
cerned with the above costs are invited. This includes executives,
managers, production superintendents, sales supervisors, quality
control supervisors, accountants and others who are closely associ¬
ated with costs. Ihe faculty will include outstanding personnel
from industry who really know their subject matter from experience
and training. No expense is being spared in securing the most out¬
standing faculty in the country.
^Monthly News Letter from S. D. Truitt (Georgia Dairy Marketing
Extension Service, April, 1958).
CHAPTER V
SUMMARY AMD CONCLUSIONS
Governmental regulation of business enterprises not only dates
back to the early 1800's, but even before the enactments of any specific
statutes, business practices were subject to the rules of the common law.
Governmental control is exercised by various means — persuasion,
offering inducements, threatening business with unfavorable publicity,
ordering an enterprise to obey the law, taxation, governmental expendi¬
tures, lending as well as spending, etc.
The first federal regulation of milk was exercised during the first
world war, in an emergency attempt to prevent hoarding, protect the in¬
dustry against war profiteering, and to insure a constant supply of milk
to the consumer.
Post war prosperity obscured unfair trade practices to the extent
that federal and state governmental intervention was negligible. This
allowed the "milk trusts" to develop such control over the milk industry
so that individual farmers and small distributors suffered serious dis¬
advantages in trying to meet the terms of the large distributor organ¬
izations .
The milk industry became so infected with the demoralizing behavior
of both producers and distributors that in 1933 the federal government
included the dairy section in the Agriculture Adjustment Act.
The purpose of federal milk orders is to promote and maintain orderly
milk marketing conditions for farmers and to assure consumers an adequate
supply of pure and wholesome milk. They are issued by the Secretary of
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Agriculture at the request of and with the approval of dairy farmers
supplying a market with milk. They are authorized "by the Agricultural
Marketing Agreement Act of 1937, as amended. The terms are limited to
those authorized by the Act.
Because the needs of milk markets vary with differences in production
and marketing conditions, each Federal Order is tailor-made. However, the
basic framework of each order includes (l) classification of milk on the
basis of its use; (2) methods for computing minimum prices to be paid by
handlers for each class of milk; (3) a system for pooling returns from the
sale of milk equitably among dairy farmers; and (4) provisions relating
to the administration of the order.
Around 1937, twenty-one (2l) states, including Georgia, had adopted
laws concerning its dairy industry. These laws in effect made it possible
for state and, in some instances, federal authorities to regulate and
supervise the dairy industry.
In addition to general laws governing the dairy industry as a whole,
several states including Georgia have established milk oontrol boards that
have powers to designate marketing areas, enforce sanitation laws of the
state pertaining to the production and distribution of milk, establish and
regulate milk prices according to a formula constructed by members of the
experiment Station in Experiment, Georgia, and govern entry into the busi¬
ness of production and distribution of milk.
Three economic factors are employed in determining milk pricing
formulas: (l) U.S. Wholesale price index of all commodities; (2) Georgia
per oapita income; and (3) Georgia feed-labor index. The United States
wholesale price index reflects the general level of prices of both farm
and non-farm throughout the United States. Georgia per capita income
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reflects the buying power of Georgia consumers, and when used in con¬
junction with the level of prices reflects technological progress and
changes in real income. The feed-labor index reflects the variable cost
in milk production to Georgia producers.
Since the adoption of milk marketing laws, dairying in the South has
obtained a great foothold. Through state and federal support, the producer
has been guaranteed a fair share in the milk market, and because of
tremendous uribanization trends, the future seems bright for the farmer who
now uses less of his total milk production on the farm and sells more
Class I milk for direct fluid consumption as a result of federal and state
support of milk control.
There are divided opinions concerning the affect of these milk con¬
trol laws upon the consumer. Although they are divided, each opinion seems
valid in light of the supporting facts presented.
It is held by some economists that these federal and state controls
are designed to promote the production of dairy products, especially milk
for fluid consumption, and to maintain the incomes of producers and dis¬
tributors at the expense of the consumer.
Opponents also say that by controlling the methods of distribution,
states keep the price of milk relatively higher than consumers would have
to pay if -the introduction of less expensive methods were permitted.
On the other hand, there are those who hold that the consumer has
been assured a continuous supply of "pure and wholesome" fresh milk which
is essential to healthful growth and development of inhabitants within the
state; and that the Milk Control Board in Georgia has brought about a fair
and equitable system of prices designed to protect the consumer and the
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source of the supply.
Proponents of milk control legislation hold that the procedure
provided for fixing the producer's price is prevented from abuse by the
requirement of a public hearing. However, opponents say that mere public
hearing is not enough, the consumers interest should be represented more
effectively at these meetings. The suggestions are to create a consumer
counsel, or use some voluntary organization to argue the consumers case.
There are those who propose that home delivery be maintained as
the method of distribution and its cost be cut by the elimination of com¬
petition in order to pay producers more and charge the consumers less by
reducing the margins of distributors. Yet still others would reduce the
cost of distribution by making it more competitive and abandoning retail
price control. Each of these suggestions has advantages as well as dis¬
advantages and must be studied in its own light. However, it is my opinion
that for all practical purposes, milk control legislation should be
maintained and the formulas used in the determination of the price of
Class I milk be revised to respond more closely with those underlying forces
of supply and demand, and that the formula be reevaluated and modified from
time to time to prevent maladjustments resulting from shifts in demand or
technological changes in production.
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